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Proposed  Plan  of  Reorganization  of  John  Hancock  Mutual  Life  Insurance  Company 


DECISION 


I.    INTRODUCTION 


John  Hancock  Mutual  Life  Insurance  Company  ("Hancock")  has  filed  a  Plan  of  Reorganization 
("Plan")  with  the  Division  of  Insurance  ("Division"),  seeking  to  convert  from  a  mutual  life  insurance 
company  to  a  stock  life  insurance  company  pursuant  to  Section  19E  of  chapter  175  of  the  Massachusetts 
General  Laws  ("§  19E").  As  the  basis  for  its  decision  to  pursue  demutualization,  Hancock's  Board  of 
Directors  determined  that  reorganization  as  a  stock  company  would  allow  Hancock  to  raise  capital  to 
grow  its  existing  businesses  and  develop  new  business  opportunities,  to  use  stock  as  currency  with  which 
to  make  acquisitions,  and  to  be  able  to  attract  and  retain  key  management  personnel. 

Under  §  19E,  both  the  policyholders  and  the  Commissioner  of  Insurance  ("Commissioner")  must 
approve  the  Plan  before  it  may  take  effect.  The  affirmative  vote  of  two-thirds  of  the  votes  cast  by 
policyholders  eligible  to  vote  is  required  to  approve  the  Plan.  The  Commissioner  must  hold  a  hearing  on 
the  Plan  at  which  the  insurer,  its  directors,  officers,  employees,  and  policyholders  have  the  right  to  appear 
and  be  heard.  Following  the  hearing,  the  Commissioner  must  determine  whether  the  Plan  conforms  to  the 
requirements  of  §  19E  and  is  not  prejudicial  to  Hancock's  policyholders  or  the  insuring  public.  Hancock 
is  the  second  Massachusetts  mutual  life  insurance  company  to  file  a  reorganization  plan  under  §  19E.  On 
August  2,  1995,  the  Commissioner  approved  a  plan  of  reorganization  filed  by  State  Mutual  Life 
Assurance  Company  of  America.  Plan  of  Reorganization  of  State  Mutual  Life  Assurance  Company  of 
America,  Findings  of  Fact,  Conclusions  of  Law  and  Order,  DOI  Docket  No.  F-95-1  ("State  MutuaF). 
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If  the  Plan  is  approved,  Hancock  will  change  its  name  to  John  Hancock  Life  Insurance  Company 
and  it  will  become  a  wholly-owned  stock  subsidiary  of  John  Hancock  Financial  Services,  Inc.,  a  newly 
formed  Delaware  holding  company  ("JH  Financial").  In  exchange  for  their  interests  in  the  mutual 
company,  eligible  policyholders  will  receive  compensation  in  the  form  of  cash,  policy  credits,  or  stock  in 
JH  Financial.  Hancock  contemplates  completion  of  an  initial  public  offering  ("IPO")  of  common  stock  in 
JH  Financial  in  early  2000.  Hancock  expects  to  list  the  common  stock  of  JH  Financial  on  the  New  York 
Stock  Exchange  under  the  symbol  "JHF."  The  demutualization  will  not  reduce  existing  policy  or  annuity 
contract  benefits,  guarantees,  values  or  dividend  rights,  all  of  which  will  remain  in  full  force  and  effect. 
In  addition,  the  Plan  includes  a  Closed  Block  mechanism  that  will  be  funded  to  protect  the  reasonable 
policy  dividend  expectations  of  individual  policyholders  with  certain  dividend-paying  policies  or 
contracts. 

II.  PROCEDURAL  HISTORY 

In  November  1998,  the  Commissioner,  pursuant  to  §  19E,  authorized  a  Working  Group  of 
Division  staff  members  and  outside  consultants,  headed  by  Julie  M.  Bowler,  First  Deputy  Commissioner 
("Working  Group").  The  Commissioner  charged  the  Working  Group  with  reviewing,  on  behalf  of 
Hancock  policyholders  and  the  insuring  public,  all  of  Hancock's  proposals.  As  part  of  the  Working 
Group,  the  Division  retained  outside  legal,  actuarial  and  financial  experts  to  provide  the  independent 
advice  and  assistance  in  evaluating  the  Plan.  Specifically,  the  Division  retained:   1)  the  actuarial  firm  of 
Tillinghast-Towers  Perrin  ("Tillinghast"),  to  review  the  Plans  provisions  regarding  the  maintenance  of 
reasonable  policyholder  dividend  expectations,  and  allocations  to  eligible  policyholders;  2)  the  accounting 
firm  of  PricewaterhouseCoopers  LLP  ("Pricewaterhouse")  to  conduct  a  financial  due  diligence 
examination  and  to  monitor  Hancock's  procedures  for  preparation  and  mailing  of  the  package  of 
information  to  policyholders,  and  to  monitor  the  policyholder  voting  procedures;  3)  the  investment 
banking  firm  of  Wasserstein  Perella  &  Co.,  Inc.  ("Wasserstein")  to  review,  from  a  financial  perspective, 
the  fairness  of  the  consideration  for  eligible  policyholders  as  a  group;  and  4)  the  law  firm  of  Stroock  & 
Stroock  &  Lavan  LLP  ("Stroock")  to  review  the  Plan's  compliance  with  §  19E.  The  Working  Group 
extensively  reviewed  proposed  drafts  of  the  Plan  and  made  numerous  recommendations  to  Hancock  and 
its  outside  advisers  for  improvement  to  the  Plan. 

The  Commissioner  appointed  Sharon  S.  Kamowitz,  Esq.,  and  Richard  A.  Cody,  Esq.,  as  co- 
Presiding  Officers  for  the  hearing  on  the  Plan.  Neither  the  Commissioner  nor  the  Presiding  Officers 
participated  in  the  Working  Group's  analysis  of  the  Plan.  Further,  the  Commissioner  instructed  all 
members  of  the  Working  Group  and  others  at  the  Division  to  maintain  a  strict  policy  of  not  commenting 
on  or  discussing  the  Plan  with  the  Presiding  Officers. 
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The  Hancock  Board  of  Directors  adopted  the  Plan  on  August  31,  1999;  Hancock  immediately 
filed  the  Plan  with  the  Commissioner. 

On  September  1,  1999,  the  Commissioner  issued  a  Notice  of  Public  Hearing  ("Notice  of  Hearing" 
or  "Notice")  pursuant  to  the  Administrative  Procedures  Act,  G.L.  c.  30A  and  the  Formal  Rules  of  the 
Standard  Rules  of  Practice  and  Procedure,  801  C.M.R.  1.01  etseq.,  subject  to  such  modifications  as  are 
permitted  by  law.  The  Notice  scheduled  a  public  hearing  to  begin  on  November  17,  1999,  and  scheduled 
pre-hearing  conferences  for  October  19  and  November  15,  1999.  The  Notice  offered  an  opportunity  for 
any  person  to  file  a  written  statement  concerning  the  Plan,  or  to  submit  a  notice  of  intent  to  make  an  oral 
statement  at  the  hearing.  The  Notice  stated  that  any  person  who  desired  to  intervene  or  participate  in  the 
hearing,  other  than  by  making  a  written  or  oral  statement,  was  required  to  submit  a  written  request  by 
October  4.  The  Notice  also  stated  that  a  copy  of  the  Plan  and  all  of  its  exhibits  was  available  for 
inspection  at  the  Division  and  at  Hancock's  main  office,  and  that  the  Plan  was  posted  on  the  websites  of 
the  Division  and  Hancock. 

The  Notice  of  Hearing  was  published  in  The  Boston  Globe,  The  Worcester  Telegram  &  Gazette, 
The  Springfield  Union  News,  The  Berkshire  Eagle,  The  New  York  Times  (National  Edition),  and  USA 
Today  (National  Edition)  on  September  2,  1999.  Between  September  8  and  15,  Hancock  mailed  a 
postcard  to  eligible  policyholders  informing  them  of  the  proposed  demutualization,  and  advising  them  to 
watch  their  mail  for  a  package  of  information.  The  postcard  also  advised  policyholders  that  they  could 
obtain  information  through  a  toll-free  telephone  number,  on  Hancock's  website,  and  in  a  public  document 
room  at  the  Division.  Between  September  19  and  30,  Hancock  mailed  to  eligible  policyholders  a 
demutualization  package  consisting  of  Policyholder  Information  Statement,  Parts  I  and  II  ("PIS");  an 
Information  Guide;  and  a  four-part  Policyholder  Record,  Ballot,  Taxpayer  Identification,  and  Cash/Stock 
Compensation  Card.  Since  September  2,  1999,  the  policyholders  and  members  of  the  public  have  had 
access  to  extensive  materials  related  to  the  demutualization  at  the  Division's  public  document  room  and  at 
Hancock's  offices. 

On  September  22,  the  Presiding  Officers  ordered  Hancock  to  respond  to  all  letters  to  the  Division 
submitted  by  policyholders  regarding  the  Plan,  and  to  file  a  copy  of  each  response.  On  October  7,  1999, 
pursuant  to  G.L.  c.  175,  §  206B(e),  the  Commissioner  issued  an  Order  granting  a  request  filed  by 
Hancock  on  August  13,  1999,  for  an  exemption  from  the  provisions  of  G.L.  c.  175,  §  206B(a).' 


1  G.L.  c.  175,  §  206B(a)  provides  that  "no  person  shall .  . .  acquire  control  of  a  domestic  insurer  or  any 
person  controlling  a  domestic  insurer  unless,  at  the  time  of  such  [transaction],  such  person  has  filed  with 
the  commissioner. .  .  a  statement  containing  the  information  required  by  this  section  and  such 
[transaction]  has  been  approved  by  the  commissioner  in  the  manner  [prescribed  by  this  section]. 
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Petitions  to  intervene  were  filed  by  Mutual  of  America  Life  Insurance  Company  ("MOA"); 
Loretta  M.  Harhen,  Aaron  E.  Landy,  Jr.,  and  the  John  S.  Katzman  Family  Trust  (collectively,  "Named 
Policyholders"),  and  the  Center  for  Insurance  Research,  Inc.  ("CIR");  and  the  Brett  M.  Davis  Trust 
("Davis  Trust'').  Hancock  filed  written  oppositions  to  each  petition. 

A  hearing  on  the  petitions  to  intervene  was  held  on  October  14,  1999.  The  Presiding  Officers 
orally  issued  their  rulings  at  the  October  19,  1999,  pre-hearing  conference.  The  petitions  of  MOA  and 
CIR  were  denied  in  their  entirety.2  The  petitions  of  the  Named  Policyholders  and  the  Davis  Trust  were 
also  denied.  However,  the  Named  Policyholders  and  the  Davis  Trust  (collectively,  "Participants")  were 
granted  participant  status  in  accordance  with  801  CMR  1.01(9)(e).  As  specified  in  that  regulation, 
participation  status  carries  the  rights  to  submit  an  amicus  brief  and  to  argue  orally  at  the  close  of  the 
hearing.  In  addition,  the  Presiding  Officers  allowed  the  Participants  to  offer  relevant  testimony  of 
previously  identified  expert  witnesses,  and  to  submit  written  questions,  which  the  Presiding  Officers,  in 
their  discretion,  could  to  ask  Hancock's  witnesses.  The  Participants  were  directed  to  coordinate  their 
evidentiary  presentations  so  as  to  avoid  repetition.  On  October  27,  1999,  the  Presiding  Officers  issued  a 
written  memorandum  and  order  setting  forth  the  basis  for  these  rulings.3 

On  November  1,  1999,  Hancock  filed  written  direct  testimony  of  its  witnesses,  Stephen  L. 
Brown,  Hancock's  Chairman  and  Chief  Executive  Officer;  Godfrey  Perrott,  F.S.A.,  M.A.A.A.,  a 
consulting  actuary  of  Milliman  &  Robertson;  Derek  G.  Kirkland,  Managing  Director  and  co-head  of  the 
Global  Insurance  Group  of  Morgan  Stanley  Dean  Witter  ("Morgan  Stanley");  and  John  M.  DeCiccio, 
Senior  Vice  President  of  Hancock.  Hancock  also  submitted  exhibits  for  the  hearing.  On  November  8, 
1999,  the  Participants  submitted  written  direct  testimony  of  their  witnesses  as  well  as  the  exhibits  to  be 
introduced  at  the  hearing.4  The  Participants'  original  list  of  witnesses  included  David  Schiff,  the  editor 
and  writer  of  Schiff 's  Insurance  Observer,  an  independent  insurance  industry  newsletter;  James  Hunt,  an 
actuary,  and  former  Vermont  Commissioner  of  Banking  and  Insurance;  William  Feeley,  a  Managing 
Director  and  Head  of  Capital  Markets  of  Wit  Capital  Corporation;  and  Robert  Mendelson,  a  Senior  Vice 
President  and  Co-general  Counsel  of  Wit  Capital  Corporation. 


2  A  request  by  Hancock  that  the  Commissioner  order  MOA  to  resolve  its  dispute  with  Hancock  through 
arbitration  was  also  denied  as  beyond  the  scope  of  the  hearing. 

3  The  full  procedural  history  relating  to  the  petitions  to  intervene  is  set  forth  in  that  order. 

4  The  Participants'  submissions,  as  well  as  their  pre-hearing  and  post-hearing  briefs  were  filed  by  counsel 
for  the  Named  Policyholders  "in  cooperation  with"  the  Davis  Trust.  This  Decision,  in  discussing  the 
issues  raised  by  the  Participants,  identifies  the  policyholder(s)  that  raised  each  issue  based  on  the  claims 
made  in  the  petitions  to  intervene. 
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On  November  10,  1999,  the  Participants  submitted  questions  they  proposed  be  directed  to 
Hancock  witnesses.  On  November  12,  1999,  Hancock  submitted  its  pre-hearing  memorandum.  A  final 
pre-hearing  conference  was  held  on  November  15,  1999.  At  that  conference,  the  Participants  submitted 
their  pre-hearing  memorandum  as  well  as  additional  proposed  questions  for  Hancock's  witnesses. 
Hancock  filed  objections  to  the  Participants'  proposed  questions.  In  addition,  the  Participants  advised  the 
Presiding  Officers  that  William  Feeley  and  Robert  Mendelson  had  withdrawn  their  testimony.  The 
Division  subsequently  received  formal  notices  of  withdrawal  from  Mr.  Feeley  and  Mr.  Mendelson,  dated 
November  12,  1999. 

The  Commissioner  and  the  Presiding  Officers  conducted  the  public  hearing  on  November  17  and 
18,  1999.  Edwin  G.  Schallert,  Esq.,  of  Debevoise  &  Plimpton,  and  Bruce  E.  Skrine,  Esq.,  and  James 
Marchetti,  Esq.,  Hancock's  Deputy  General  Counsel  and  Senior  Counsel,  respectively,  appeared  as 
counsel  for  Hancock.5  Jason  B.  Adkins,  Esq.,  and  Paula  Isola,  Esq.,  of  Adkins  &  Kelston,  P.C.,  appeared 
on  behalf  of  the  Named  Policyholders.  Michael  F.  Pezzulli,  Esq.,  of  Pezzulli  &  Loewinsohn,  LLP, 
appeared  as  counsel  for  the  Davis  Trust. 

Stephen  L.  Brown  presented  an  opening  statement  on  behalf  of  Hancock.  Following 
Mr.  Brown's  opening  statement,  a  number  of  policyholders  and  other  persons  offered  comment  on  the 
Plan.  The  Secretary  of  State  of  the  Commonwealth,  William  F.  Galvin,  also  made  a  statement.  Counsel 
for  the  Named  Policyholders  and  the  Davis  Trust  offered  oral  statements  on  behalf  of  their  clients. 

Following  public  comment  on  the  Plan,  each  of  Hancock's  previously  identified  witnesses, 
Stephen  L.  Brown,  Derek  G.  Kirkland,  Godfrey  Perrott,  and  John  M.  DeCiccio  adopted  his  pre-filed 
testimony  under  oath  and  presented  an  oral  statement.  The  Commissioner  and  the  Presiding  Officers 
questioned  these  witnesses  on  issues  relating  to  the  requirements  of  §  19E  and  concerns  raised  by 
policyholders. 

On  November  18,  1999,  the  Participants  presented  the  testimony  of  David  Schiff  and  James  Hunt. 
These  witnesses  adopted  their  pre-filed  testimony  under  oath.  Following  direct  testimony,  Hancock 
cross-examined  the  Participants'  witnesses,  and  counsel  for  the  Named  Policyholders  conducted  re-direct 
examination. 

All  exhibits  offered  by  Hancock  and  the  Participants  were  admitted  into  evidence.  In  addition, 
written  reports  and  opinions  of  Tillinghast,  Wasserstein,  Pricewaterhouse,  and  Stroock  were  received  in 
evidence. 


s  Judith  Taft,  Esq.,  and  Eileen  E.  Sullivan,  Esq.,  of  Debevoise  &  Plimpton,  and  Marylou  Fierro,  Esq.  of 
Hancock,  also  represent  Hancock. 
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At  the  conclusion  of  the  hearing,  counsel  for  the  Named  Policyholders  and  Hancock  delivered 
closing  arguments.  The  record  of  the  hearing  was  left  open  until  November  22,  1999,  for  additional 
public  comment.  Hancock  was  ordered  to  continue  to  respond  to  letters  submitted  to  the  Division  by 
policyholders,  and  to  supplement  the  evidentiary  record  with  these  letters  and  Hancock's  responses.6  On 
November  23,  1999,  Hancock  and  the  Named  Policyholders  filed  post-hearing  briefs.  On  November  24, 
1999,  we  granted  Hancock's  motion  to  supplement  the  record  with  additional  information.  On  the  same 
day,  the  Named  Policyholders  submitted  a  supplemental  post-hearing  statement  in  response  to  that 
motion. 

On  December  3,  1999,  following  the  November  30,  1999,  Special  Meeting  of  Policyholders, 
Hancock  reported  that  93.72  percent  of  the  3,425,977  votes  cast  by  approximately  1.1  million 
policyholders  were  in  favor  of  the  Plan. 

III.  ANALYSIS  OF  THE  PLAN 

Section  19E  requires  the  Commissioner  to  determine  that  the  Plan  satisfies  certain  requirements. 
In  addition,  she  must  find  that  the  Plan  is  not  prejudicial  to  Hancock's  policyholders  or  the  insuring 
public.  In  State  Mutual,  the  Commissioner  determined  that  the  requirement  that  the  Plan  not  be 
prejudicial  to  policyholders  applies  to  policyholders  as  a  group,  and  that  the  Commissioner  is,  therefore, 
required  to  "harmonize  the  competing  interests  of  individual  policyholders."  In  other  words,  she  need  not 
determine  that  the  Plan  is  in  the  best  interests  of  each  and  every  policyholder,  a  standard  that  would  be 
impossible  to  attain. 

We  will  first  discuss  the  specific  statutory  requirements  and  issues  related  to  those  provisions 
raised  by  policyholders.  We  will  then  consider  the  more  general  issues  relating  to  the  determination  of 
whether  the  Plan,  as  a  whole,  is  prejudicial  to  policyholders  and  the  insuring  public. 

A.  Specified  Requirements  of  Section  19E 

1.    Section  19E(1)  -  Filing  of  the  Plan  and  Notice  Requirements 

Section  19(E)(1)  requires  that  the  Plan  be  filed  with  the  Commissioner  and  that  notice  of  the 
hearing  on  the  Plan  be  "given  to  the  insurer,  its  directors,  officers,  employees  and  policyholders,  all  of 
whom  shall  have  the  right  to  appear  and  be  heard  at  the  hearing."  The  Administrative  Procedure  Act, 


6  The  record  was  also  left  open  for  Hancock's  filing  of  an  exemption  from  Section  406(a)  of  the 
Employee  Retirement  Income  Security  Act  of  1974  and  Section  4975  of  the  Internal  Revenue  Code. 
Mr.  DeCiccio  testified  that  the  exemption  had  been  published  in  the  Federal  Register,  and  that  Hancock 
expects  to  receive  the  exemption  from  the  United  States  Department  of  Labor  before  the  Plan  becomes 
effective.  That  it  has  not  been  received  as  of  the  date  of  this  Decision  does  not  affect  our  conclusions 
regarding  the  Plan. 
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which  governs  the  conduct  of  this  hearing,  requires  that  such  notice  be  reasonable  and  that  it  sufficiently 
apprise  recipients  of  the  issues  involved  to  afford  them  a  reasonable  opportunity  to  prepare  and  present 
evidence  and  argument.  G.L.  c.  30A,  §§  10  and  11. 

Section  3.2(a)  of  the  Plan  requires  that  Hancock  mail  or  deliver  notice  of  the  hearing  to  persons 
entitled  to  appear  and  be  heard  under  §  19E  at  least  30  days  prior  to  the  hearing,  except  in  instances  where 
the  Commissioner  has  determined  that  mailing  is  not  feasible. 

In  their  petition  to  intervene,  the  Named  Policyholders  alleged  that  the  notice  to  policyholders 
was  deficient,  not  reasonable,  and  prejudiced  their  interests  and  ability  to  seek  intervention,  to  retain  and 
prepare  witnesses,  and  to  prepare  their  presentation.7  In  addition,  they  argued  that  they  were  prejudiced 
by  what  they  characterize  as  an  "expedited  time  frame"  between  issuance  of  the  Notice  of  Hearing  and 
the  November  17,  1999,  public  hearing.  The  Named  Policyholders  did  not  pursue  these  arguments  in 
their  pre-hearing  or  post-hearing  briefs  or  at  the  hearing.  Nor  do  they  specifically  contend  that  the  Plan 
does  not  meet  the  requirements  of  §  19E(1). 

As  discussed  above,  Hancock  filed  the  Plan  with  the  Commissioner,  and  the  Commissioner 
issued  the  Notice  of  Hearing  on  September  1,  1999.  The  Notice  was  published  in  four  Massachusetts 
newspapers  and  two  newspapers  of  national  circulation  on  September  2,  1999.  The  Notice  also  was 
posted  on  the  websites  of  Hancock  and  the  Division  during  the  first  week  of  September  1999.  It  was  also 
mentioned  by  Hancock  in  a  postcard  mailed  to  eligible  policyholders  between  September  8  and  15,  1999, 
and  was  included  in  the  policyholder  information  package  mailed  by  Hancock  to  eligible  policyholders 
between  September  19  and  30,  1999.  Hancock  and  the  Division  also  made  early  drafts  of  the  Plan 
available  on  their  websites  beginning  in  November  1998.  In  addition,  the  public  documents  rooms 
located  both  at  the  Division  and  at  Hancock's  headquarters  have  been  open  and  available  to  the  public 
during  normal  business  hours  since  September  2,  1999.  We  note  further  that  the  approximately  sixty-day 
notice  was  given  further  in  advance  of  the  notice  that  the  Commissioner  found  to  be  reasonable  in  State 
Mutual. 

We  conclude  that  the  Plan  meets  the  requirements  of  §  19E(1),  and,  in  addition,  that  the  notice  to 
Hancock,  its  directors,  officers,  employees,  and  policyholders,  and  the  time  frame  during  which  these 
proceedings  occurred  were  reasonable,  sufficient,  not  prejudicial,  and  afforded  a  reasonable  opportunity 
to  prepare  and  to  present  evidence  and  argument. 


They  also  argued  that  policyholders  were  prejudiced  by  the  fact  that  Hancock's  informational  forums 
were  held  only  in  Massachusetts  and  that  they  were  conducted  after  the  deadline  for  policyholders  to  seek 
intervention.  In  our  October  27,  1999,  Memorandum  and  Order  on  Petitions  to  Intervene,  we  addressed 
the  arguments  regarding  sufficiency  of  the  notice  for  purposes  of  seeking  intervention.  We  note  that  § 
1 9E  does  not  require  informational  forums,  and  that  Hancock  conducted  these  forums  at  the  suggestion  of 
the  Working  Group. 
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2.  Section  19E(2)  -  Policyholder  Vote 

Section  19(E)(2)  requires  that  the  Plan  be  "approved  by  vote  of  not  less  than  two-thirds  of  the 
votes  of  the  insurer's  policyholders  voting  thereon  in  person,  by  proxy  or  by  mail  at  a  meeting  of 
policyholders  called  for  that  purpose."  In  addition,  it  requires  that  the  policyholder  vote  must  be  upon 
"such  reasonable  notice  and  procedure  as  may  be  approved  by  the  commissioner." 

The  Plan  meets  this  requirement.  Section  4.1  of  the  Plan  provides  that  the  Plan  "is  subject  to  the 
approval  of  not  less  than  two-thirds  of  the  votes  of  the  Voting  Policyholders  voting  thereon  in  person,  by 
proxy  or  by  mail  at  the  Special  Meeting."  The  Special  Meeting  of  Policyholders  was  held  on  November 
30,  1999,  pursuant  to  notice  that  was  issued  concurrent  with  the  Notice  of  Hearing.  The  final  vote  count 
shows  that  93.72  percent  of  the  3,425,977  votes  cast  by  approximately  1.1  million  policyholders  were  in 
favor  of  the  Plan.  In  addition,  we  find  that  the  notice  of  the  vote  and  the  procedures  for  voting  were 
reasonable. 

3.  Section  §  19E(3)  -  Allocation  of  Consideration 

Section  19E(3)  requires  that  "in  exchange  for  all  membership  interests  in  the  company,"  a  plan  of 
demutualization  must  provide  each  eligible  policyholder  with  "appropriate  consideration."  In  addition,  it 
requires  that  the  consideration  be  determined  under  "a  fair  and  reasonable  formula  approved  by  the 
commissioner"  and  that  it  be  "based  upon  the  insurer's  entire  surplus  as  shown  by  the  insurer's  financial 
statement  most  recently  filed  with  the  commissioner  . .  .  including  all  voluntary  reserves  but  excluding 
contingently  repayable  funds  and  outstanding  guaranty  capital  shares  at  the  redemption  value  thereof,  and 
without  taking  into  account  the  value  of  nonadmitted  assets  or  insurance  business  in  force." 

Section  7.1(b)  of  the  Plan  establishes  two  elements  of  consideration  for  eligible  policyholders:  a 
fixed  component  and  a  variable  component.  The  fixed  component,  1 7  shares  per  eligible  policy,  or  the 
equivalent  in  cash  or  policy  credits,  is  designed  to  compensate  policyholders  for  the  cancellation  of  their 
right  to  vote.8  The  fixed  component  is  expected  to  comprise  approximately  twenty  percent  of  the  total 
consideration  to  be  distributed  to  eligible  policyholders,  and  ensures  that  all  eligible  policyholders  will 
receive  a  minimum  amount  of  consideration.9 


8  The  number  of  shares  is  subject  to  proportional  adjustment  under  §  9.6  of  the  Plan. 

The  amount  of  the  fixed  component  is  not  related  to  the  number  of  votes  that  are  represented  by  a 
particular  policy.  G.L.  c.  175,  §  94  specifies  the  number  of  votes  for  each  policy,  depending  on  the  type 
of  policies  owned  and  the  amount  of  insurance  or  annual  annuity  income  under  those  policies.  Under  this 
section,  no  policyholder  is  entitled  to  more  than  twenty  votes.  In  its  petition  to  intervene,  the  Davis  Trust 
contended  that  it  is  adversely  affected  because  it  is  only  allowed  twenty  votes.  The  Plan's  limitation  on 
the  number  of  votes  that  may  be  exercised  in  favor  of  or  in  opposition  to  the  Plan  is  set  by  statute  and  is 
thus  not  prejudicial. 
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Under  the  Plan,  only  policies  with  positive  actuarial  contributions  will  share  in  the  variable 
component.  The  amount  of  a  policyholder's  variable  component  was  determined  by  a  methodology  that 
takes  into  account  each  policyholder's  past  contribution  to  Hancock's  surplus  as  reflected  on  its  most 
recent  annual  financial  statement,  and  a  projection  of  that  policyholder's  future  contribution  to  surplus.  In 
general,  this  manner  of  determining  consideration  is  known  as  the  historic-plus  prospective  methodology 
("historic-plus  methodology").  The  Commissioner  approved  the  use  of  this  methodology  in  State  Mutual. 

To  carry  out  the  calculations  under  this  methodology,  Hancock's  business  was  first  categorized 
into  seven  major  product  lines,  each  containing  policies  with  similar  characteristics.10  Within  each 
product  line,  a  model  was  created  consisting  of  a  series  of  cells,  which  in  the  aggregate,  replicate  the 
degree  of  diversity  in  the  product  line.  " 

In  order  to  calculate  the  past  contribution  to  surplus,  experience  factors  for  each  cell  were 
determined  by  examining  the  financial  history  of  each  product  line  on  a  basis  consistent  with  the  manner 
in  which  Hancock  developed  experience  factors  for  pricing  and  dividend  purposes.  For  the  purposes  of 
these  calculations,  mortality  costs,  morbidity  costs,  expense  rates,  investment  returns,  the  effect  of  federal 
income  taxes,  and  other  elements  were  obtained  or  estimated  for  a  historical  period  going  back,  in  some 
cases,  more  than  sixty  years.  These  experience  factors  were  then  applied  in  conjunction  with  the  policy 
factors  applicable  to  each  cell  (such  as  premiums  and  dividends)  to  develop  the  portion  of  Hancock's 
assets,  as  of  December  31,  1998,  that  is  associated  with  the  operations  of  that  cell.  This  amount,  minus 
the  statutory  liability  held  by  Hancock,  as  of  the  same  date,  with  respect  to  that  cell,  is  the  past 
contribution  of  the  cell.  The  results  were  interpolated  to  arrive  at  the  amount  of  past  contribution  for  each 
eligible  policy. 

To  determine  the  value  of  each  cell's  expected  future  contribution  to  surplus,  experience  factors 
for  the  future  were  estimated.  For  Closed  Block  business,  because  the  future  profit  that  will  inure  to 
Hancock  will  be  determined  by  the  assumptions  used  at  the  time  the  Closed  Block  was  funded,  future 
experience  factors  were  estimated  by  using  the  assumptions  underlying  that  funding,  with  appropriate 
adjustment  for  expenses  outside  the  Closed  Block.12  For  all  other  business,  the  assumptions  underlying 
Hancock's  business  plan  projection  were  used;  the  factors  were  projected  into  the  future  based  on  a 
continuation  of  the  assumptions  underlying  the  latter  years  of  the  business  plan  projection.  The 


10  The  seven  product  lines  are:  individual  life  insurance,  individual  annuities,  individual  long  term  care, 
other  individual  health  business,  group  annuities,  group  long  term  care,  and  group  life  and  other  health 
insurance  business. 

"  For  individual  policies,  a  cell  consists  of  a  given  policy  type  issued  to  a  person  of  a  given  age  in  a 
given  calendar  year.  For  group  policies,  a  cell  is  either  a  specific  policy  if  the  policy  is  experience-rated 
or  a  collection  of  policies  whose  experience  is  pooled. 

12  The  Closed  Block  was  funded  as  of  January  1,  1999. 
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experience  factors  and  the  applicable  policy  factors  were  then  applied  to  develop  the  estimated  present 
value  of  future  profits  associated  with  the  operation  of  the  cell  as  of  December  31,  1998.  The  results  were 
interpolated  to  arrive  at  an  estimated  future  contribution  for  each  eligible  policy. 

The  Named  Policyholders  and  a  few  people  who  offered  comment  regarding  the  Plan  object  to 
the  use  of  the  historic-plus  methodology.  They  assert  that  the  historic-only  methodology,  which  takes 
into  account  only  past  contributions  to  surplus,  is  required  by  §  19E(3). 

The  Named  Policyholders  specifically  claim  that  the  requirement  that  the  consideration  "be  based 
upon  the  insurer's  entire  surplus  as  shown  by  the  insurer's  financial  statement  most  recently  filed"  is 
equivalent  to  a  requirement  that  consideration  be  based  on  known,  and  not  projected  data.  Therefore, 
they  contend  that  §  19E(3)  precludes  the  use  of  the  historic-plus  methodology  because  this  methodology 
considers  expected  or  estimated  contributions  to  surplus.  They  point  out  that  the  statute  does  not 
reference  future  or  estimated  surplus.  In  addition,  they  contend  that  the  language  in  §  19E(3)  that  requires 
consideration  to  be  determined  "without  taking  into  account  the  value  of  nonadmitted  assets  or  insurance 
business  in  force"  prohibits  the  reliance  upon  business  plan  projections,  good  will,  and  future  profits,  and 
thus  precludes  the  use  of  the  historic-plus  methodology. 

The  Named  Policyholders  also  rely  on  a  comparison  of  §  19E(3)  to  the  demutualization  statutes 
of  New  York  and  Maine.  They  contend  that  because  §  19E(3)  is  similar  to  the  Maine  statute,  and  because 
UNUM,  a  Maine  insurer  that  demutualized  in  1986,  employed  the  historic-only  methodology,  such  a 
methodology  is  required  by  §  19E(3). 

Further,  they  rely  on  the  testimony  of  their  actuarial  witness,  James  Hunt,  to  argue  that  that  the 
historic-plus  methodology  used  by  the  Plan  unfairly  favors  newer  policyholders  over  long-term 
policyholders  who,  they  contend,  contributed  more  to  Hancock's  surplus.13  They  contend  further  that 
policyholders  are  prejudiced  by  Hancock's  allocation  formula  because  many  of  the  assumptions  and  data 
underlying  the  calculations  have  not  been  made  available  to  policyholders.  They  also  contend  that  the 
historic-plus  methodology  produces  "strange"  results  that  are  not  understandable  by  policyholders. 

Finally,  the  Named  Policyholders  point  out  that  Hancock's  actuarial  advisor,  Milliman  & 
Robertson,  and  its  legal  advisor,  Debevoise  &  Plimpton,  both  of  whom  also  advised  State  Mutual  in 
connection  with  its  demutualization,  initially  advised  that  company  that  §  19E(3)  requires  the  use  of  the 
historic-only  methodology,  and  then  later  changed  their  opinions.  The  Named  Policyholders  argue  that 


13  They  also  rely  on  written  comments  submitted  by  Joseph  M.  Belth.  However,  Mr.  Belth  was  not 
identified  as  a  Hancock  policyholder  or  as  a  witness  by  the  Named  Policyholders,  was  not  present  at  the 
hearing,  and  was  not  subject  to  questioning  by  Hancock  or  the  Presiding  Officers. 


DOI  Docket  No.  F99-04  Page  1 1 

we  should  ignore  the  Commissioner's  decision  in  State  Mutual  because  these  early  opinions  were  not 
publicly  disclosed  during  the  proceeding  on  State  MutuaPs  plan  of  demutualization. 

In  addition,  some  policyholders,  including  the  Davis  Trust,  have  raised  more  general  questions 
regarding  the  allocation  methodology.  Many  policyholders  have  complained  that  they  do  not  understand 
the  basis  for  their  allocation  and  that  the  allocation  does  not  appear  to  be  fair. 

After  reviewing  the  evidence  presented,  and  carefully  considering  the  concerns  raised  by 
policyholders,  we  conclude  that  the  Plan  provides  each  eligible  policyholder  with  "appropriate 
consideration"  in  exchange  for  their  membership  interests  in  Hancock,  and  that  the  allocation  of 
consideration  under  the  Plan  is  based  upon  a  fair  and  reasonable  formula. 

The  decision  in  State  Mutual  approved  the  use  of  the  historic-plus  methodology  under  §  19E. 
The  Commissioner  determined  that  the  statutory  requirements  for  "appropriate  consideration"  and  for  a 
formula  that  is  "fair  and  reasonable"  do  not  demand  the  use  of  any  one  method  of  allocation,  but  are 
"consistent  with  a  flexible,  rather  than  a  rigid,  approach  to  allocation  of  policyholder  consideration."  She 
concluded  that  Section  19E(3)  "allows  for  different  methods  to  be  employed,  depending  on  the 
circumstances  of  the  particular  demutualization,  so  long  as  the  formula  employed  is  fair  and  reasonable  in 
that  instance."  State  Mutual,  at  44.  The  decision  noted  that  the  use  of  the  historic-plus  methodology  is 
supported  by  the  Report  of  the  Society  of  Actuaries  Task  Force  on  Mutual  Life  Insurance  Company 
Conversion,  published  in  1987  ("SOA  Report"),  which  states  that  allocation  of  policyholder  consideration 
should  be  "based  primarily  on  the  relative  contributions  of  policyholders  to  the  surplus  of  the  company" 
and  that  such  contributions  should  include  both  past  and  anticipated  contributions.  State  Mutual,  at  46. 
Further,  the  decision  concluded  that  the  phrase  "based  upon  the  insurer's  entire  surplus,"  applies  to  the 
determination  of  the  aggregate  consideration,  and  not  to  the  allocation  of  such  consideration.  It  noted  that 
§  19E  does  not  require  that  consideration  be  based  only  upon  the  insurer's  entire  surplus.  State  Mutual,  at 
46-47,  n.  32. 

We  find  no  reason  to  depart  from  this  interpretation  of  §  19E.  Further,  we  find  persuasive 
Hancock's  argument  that  the  interpretation  of  §  19E  offered  by  the  Named  Policyholders  could  preclude 
paying  policyholders  a  fixed  component  of  consideration  because  this  component,  which  compensates 
policyholders  for  the  right  to  vote,  is  not  based  on  Hancock's  entire  surplus.  Hancock  notes  that  use  of 
the  historic-only  methodology  would  also  not  result  in  consideration  exactly  equal  to  surplus  because  the 
positive  and  negative  contributions  of  former  policyholders  are  not  included  in  the  historic  calculation. 

The  historic-plus  methodology  has  been  used  in  every  major  United  States  demutualization  since 
1990.  Furthermore,  the  assertion  of  the  Named  Policyholders  that  the  decision  in  the  UNUM 
demutualization  required  use  of  the  historic-only  method  under  statutory  language  similar  to  §  19E(3)  is 
unfounded.  The  Legal  Standards  Rulings  cited  in  that  decision  provided  that  the  Maine  statute  permitted 
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the  use  of  an  allocation  methodology  based  exclusively  on  historic  contributions  to  surplus.  See  Final 
Decision  and  Order,  In  Re  Plan  of  Recapitalization  and  Conversion  of  Union  Mutual  Life  Insurance 
Company,  at  8  (August  8,  1986). 

We  are  not  persuaded  by  the  Named  Policyholders'  reliance  on  Milliman  &  Robertson  and 
Debevoise  &  Plimpton  memoranda  that  initially  supported  the  use  of  the  historic-only  methodology  under 
§  19E  for  the  State  Mutual  demutualization.  During  his  oral  testimony,  Mr.  Perrott  offered  a  credible 
explanation  regarding  this  issue.  Further,  the  conclusion  in  State  Mutual  was  not  dependent  solely  upon 
the  opinions  of  either  Milliman  &  Robertson  or  Debevoise  &  Plimpton. 

As  discussed  above,  the  Commissioner's  task  under  §  19E  is  to  determine  whether  the  allocation 
formula  used  by  Hancock  is  fair  and  reasonable,  and  whether  the  Plan  is  prejudicial  to  policyholders  and 
the  insuring  public.  The  record  of  this  proceeding  demonstrates  that  the  methodology  used  to  allocate 
consideration  under  the  Plan  meets  these  criteria. 

First,  Mr.  Perrott  testified  that  the  allocation  under  the  Plan  has  been  determined  under  a  fair  and 
reasonable  formula  and  results  in  appropriate  consideration  for  policyholders.  He  stated  that  an  allocation 
based  on  the  historic-only  methodology  would  be  less  fair  than  an  allocation  based  on  the  historic-plus 
methodology  because  under  the  historic-only  methodology,  many  of  Hancock's  policyholders  who 
bought  policies  in  the  last  ten  years  would  be  deprived  of  any  variable  component  of  consideration,  while 
owners  of  policies  that  had  been  in  existence  for  a  somewhat  longer  period  of  time  would,  on  the  whole, 
receive  a  disproportionate  amount  of  Hancock's  distributed  value.  He  noted  further,  that  while  the 
historic-only  methodology  might  have  arguably  been  applicable  to  State  Mutual,  it  would  not  be 
applicable  to  Hancock.  He  explained  that  State  Mutual  had  virtually  stopped  selling  individual  insurance 
ten  years  before  it  demutualized,  whereas  Hancock  is  still  actively  selling  participating  whole  life 
insurance  policies. 
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Because  the  aggregate  consideration  is  constant,  any  change  in  the  method  of  allocation  would 
necessarily  provide  more  consideration  to  some  policyholders  and  less  to  others.  Mr.  Perrott  testified  that 
although  consideration  could  be  allocated  in  many  different  ways  (for  example,  based  upon  the  size  of  the 
policy  or  how  long  it  had  been  in  force),  an  allocation  based  upon  contributions  to  Hancock's  value  "is 
intrinsically  fair"  and  is  "the  only  basis  that  is  intellectually  supportable  as  fair."14    He  explained  that  the 
allocation  is  based  on  the  total  amount  of  profit  that  a  policy  is  expected  to  contribute  to  Hancock,  and 
that  different  policies  are  more  or  less  profitable  than  other  policies,  due  to,  among  other  things,  the  level 
of  competition  in  the  marketplace.  He  noted  specifically  that  large  policies  are  often  less  profitable  than 
smaller  policies. 

Further,  Mr.  Perrott's  testimony  is  supported  by  the  SOA  Report  which  states  that  the  historic- 
only  approach  has  a  "serious  deficiency  as  a  conversion  allocation  methodology  because  it  will  produce 
negative  contributions  for  most  of  a  company's  current  individual  policyholders."  The  report  states 
further,  that  the  historic-only  methodology  "is  not  a  useful  method  and  the  Task  Force  does  not  believe  it 
produces  a  theoretically  correct  measure  of  policyholder  contributions,  in  the  aggregate  or  policy-by- 
policy."15  We  note  also  that  more  recently,  in  May  1999,  the  Task  Force  on  Allocation  of  Policyholder 
Equity  of  the  Life  Committee  of  the  Actuarial  Standards  Board  promulgated  an  Exposure  Draft  of 
Proposed  Actuarial  Standard  of  Practice,  "Allocation  of  Policyholder  Consideration  in  Mutual  Life 
Insurance  Company  Demutualizations,"  which  recommends  use  of  the  historic-plus  methodology. 

In  addition,  Tillinghast  reviewed  Hancock's  allocation  of  policyholder  consideration  and, 
specifically,  the  use  of  the  historic-plus  methodology.  It  concluded  that  the  method  of  allocation  is  fair 
and  reasonable,  and  that  the  Plan  is  fair  and  not  prejudicial  to  Hancock's  policyholders  or  the  insuring 
public.  Wasserstein  has  also  opined  that,  from  a  financial  perspective,  the  Plan  is  fair  to  policyholders  as 
a  group.  As  discussed  above,  the  State  Mutual  decision  concluded  that  the  requirement  that  the  Plan  be 
not  prejudicial  to  policyholders  applies  to  policyholders  as  a  group. 

The  evidence  offered  by  the  Named  Policyholders  does  not  refute  the  conclusion  that  the 
allocation  formula  is  fair  and  reasonable.  Although  their  witness,  Mr.  Hunt,  claims  that  the  allocation 
formula  results  are  not  understandable  by  policyholders,  he  testified  that  the  Plan  is  not  unfair  to 
policyholders  as  a  group. 16  In  support  of  the  Named  Policyholders'  claims,  he  stated  only  that:   1)  he 
believes  that  the  historic-only  methodology  is  more  fair  to  policyholders  than  the  historic-plus 


14  Tr.  4:  162-163. 

15  JHX27atl38. 

16  He  also  testified  that  Hancock's  decision  to  demutualize  "is  marvelous  for  current  policyholders"  and 
that  he  has  advised  Hancock  policyholders  "to  not  let  their  policies  go  because  they're  going  to  get  this 
windfall."  Tr.  5:  144,  157. 
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methodology;  2)  the  use  of  the  historic-plus  methodology  in  other  proceedings  does  not  make  it  more  fair; 
and  3)  he  does  not  understand  how  the  authors  of  the  SOA  Report  determined  that  the  historic-only 
method  would  penalize  most  of  a  company's  current  individual  policyholders.  Mr.  Hunt  testified  that 
there  are  valid  reasons  that  would  preclude  an  insurance  company  from  disclosing  the  complete  details  of 
its  allocation  formula. 

Therefore,  while  we  are  sensitive  to  the  concern  that  the  allocation  formula  as  applied  to  eligible 
policies  may  be  confusing  to  some  lay  persons,  we  conclude  that  it  complies  with  the  requirements  of  § 
19E(3).  "[S]  imply  because  a  method  of  allocation  favors  some  policyholders  over  others  .  .  .  does  not 
compel  the  conclusion  that  the  method  is  prejudicial  to  policyholders."  State  Mutual,  at  48. 

4.    Section  §  19E(4)  -  Preemptive  Rights 

Section  19E(4)  requires  that  the  Plan  "give  each  eligible  policyholder  a  preemptive  right  to 
acquire  his  proportionate  part  of  all  of  the  proposed  capital  stock  of  the  insurer  ...  or,  without  limiting  the 
generality  of  the  foregoing  ...  the  plan  shall  provide  either  (i)  that  no  policyholder  shall  have  any 
preemptive  right  to  acquire  any  of  the  proposed  capital  stock  of  the  insurer  or  of  the  proposed  parent  or 
other  corporation  or  (ii)  for  preemptive  rights  on  such  other  terms  as  approved  by  the  commissioner." 
Section  9.7  of  the  Plan  specifies  that  policyholders  will  not  have  preemptive  rights. 

The  Participants  and  other  policyholders  contend  that  the  lack  of  a  preemptive  or  subscription 
rights  offering  in  the  Plan  is  unfair  because  they  will  be  denied  participation  in  any  rise  in  Hancock's 
stock  price.17  Some  of  them  argue,  further,  that  they  are  entitled  to  maintain  their  proportional  ownership 
in  the  newly  created  stock  company.  We  are  not  persuaded  that  we  should  disapprove  the  Plan  on  this 
basis  or  that  we  should  require  Hancock  to  amend  the  plan  to  offer  preemptive  or  subscription  rights  to 
policyholders. 

Section  9.7  of  the  Plan  provides  that  no  policyholder  or  other  person  has  any  preemptive  right  to 
acquire  shares  of  common  stock  in  connection  with  the  Plan.  Mr.  DeCiccio  testified  that  most  major 
United  States  demutualizations  since  1990  that  have  provided  compensation  to  policyholders  have  not 
included  such  rights,  and  we  note  that  they  were  not  required  in  State  Mutual.  Further,  the  lack  of  a 
preemptive  or  subscription  rights  offering  does  not  deny  policyholders  the  ability  to  purchase  stock  in 
JHF  Financial. 


17  Hancock  states,  in  its  Post-Hearing  Memorandum,  at  49,  that  the  policyholders  seek  a  "subscription 
rights  offering,  a  concept  analogous  to  (and  technically  a  subset  of  a  preemptive  rights  offering)."  We 
note  that,  in  general,  a  subscription  right  is  one  granted  by  an  issuer  to  its  existing  security  holders,  and 
that  subscription  rights  are  at  the  issuer's  discretion.  A  preemptive  right  is  a  contractual,  statutory  or 
charter-granted  right  of  the  shareholder  to  maintain  the  shareholder's  then  applicable  percentage  of  the 
shares  outstanding. 
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Section  19E(4)  does  not  guarantee  the  continuation  of  proportional  ownership  into  the  future.  In 
addition,  Hancock's  witnesses  testified  that  a  preemptive  or  subscription  rights  offering  would  involve 
significant  and  costly  logistical  difficulties,  given  the  approximately  three  million  policyholders.  Such  an 
offering  would  delay  the  IPO,  and  would  thus,  potentially,  negatively  impact  the  IPO  stock  price,  which 
could  disadvantage  all  eligible  policyholders.  In  addition,  only  a  small  percentage  of  policyholders  would 
be  likely  to  have  the  economic  means  and  interest  to  participate  in  such  an  offering,  which  would  impose 
costs  on  all  policyholders. 

The  Participants  and  others  offering  comment  have  suggested  that  a  subscription  rights  offering 
could  be  conducted  over  the  internet.  Mr.  Kirkland,  on  behalf  of  Hancock,  testified  that  such  an  offering 
would  create  logistical  complexity  and  would  only  be  feasible  if  all  Hancock  policyholders  had  access  to 
the  internet  and  if  the  terms  of  the  IPO  disclosure  required  to  be  made  to  potential  investors  did  not 
change  near  the  time  of  the  IPO.  In  support  of  their  suggestion,  the  Participants  initially  offered 
testimony  of  two  witnesses  from  Wit  Capital  Corporation,  but  that  testimony  was  withdrawn.  Mr.  Schiff, 
on  behalf  of  the  Participants,  acknowledged  that  an  internet  offering  would  not  reach  all  or  even  most 
policyholders  and  that  the  Securities  &  Exchange  Commission  has  issued  guidelines  making  clear  that  the 
availability  of  a  prospectus  on-line  would  not  be  sufficient  disclosure  for  such  an  offering.  Thus,  an 
internet  offering  would  not  eliminate  the  need  for  mailing  millions  of  copies  of  offering  materials. 

Therefore,  we  conclude  that  the  Plan  complies  with  §19E(4)  which  does  not  require  a  preemptive 
rights  offering  by  Hancock.  In  addition,  the  Plan's  lack  of  a  provision  for  preemptive  or  subscription 
rights  does  not  lead  us  to  conclude  that  Plan  is  prejudicial  to  Hancock's  policyholders  or  the  insuring 
public. 

5.    Section  §  19E(5)  -  Eligible  Policyholders 

Section  19E(5)  defines  a  policyholder  "eligible  to  participate  in  the  distribution  of  consideration" 


as 


. . .  the  person  whose  name  appears  on  the  conversion  date  on  the  insurer's  records  as 
owner  of  a  policy  under  which  there  is  a  right  to  vote  and  which,  on  both  the  December 
thirty-first  immediately  preceding  the  conversion  date  and  the  date  the  insurer's  board  of 
directors  first  votes  to  convert  to  stock  form,  is  in  full  force  for  its  full  basic  benefits  with 
no  unpaid  premium  or  consideration  at  the  expiration  of  any  applicable  grace  period,  or 
which  is  being  continued  under  a  nonforfeiture  benefit  and  continues  to  be  eligible  for 
participation  in  the  insurer's  annual  distribution  of  divisible  surplus. 
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Sections  6.1-6.4,  and  7.1-7.4  of  the  Plan  define  eligible  policyholders  as  owners  of  a  policy  under 
which  there  is  a  right  to  vote  and  which  was  in  force  on  August  31,  1999,  and  December  31,  1999, 
assuming  a  2000  effective  date  of  the  Plan.18  If  the  effective  date  occurs  in  2001,  the  Plan  provides  that  a 
policy  must  be  in  force  on  August  31,  1999  and  December  31,  2000  in  order  to  be  eligible  for 
compensation.  Any  policy  that  is  continued  under  a  nonforfeiture  benefit  and  is  not  eligible  to  participate 
in  divisible  surplus  while  in  that  status,  is  not  eligible  for  compensation. 19 

Based  on  these  definitions,  we  conclude  that  the  Plan  meets  the  requirements  of  §  19E(5). 

6.  Section  §  19E(6) 

Section  19E(6)  requires  that  the  Plan  provide  that  "shares  are  to  be  offered  to  policyholders  at  a 
price  not  greater  than  to  be  thereafter  offered  under  the  plan  to  others."  The  Plan  does  not  include  any 
provision  that  would  contradict  this  provision.  Therefore,  we  conclude  that  the  Plan  meets  the 
requirements  of  this  section. 

7.  Section  19E(7)  -  Payment  of  Consideration 

Section  19E(7)  requires  that  the  Plan  provide  for  "payment  to  each  policyholder  of  consideration 
which  may  consist  of  cash,  securities,  a  certificate  of  contribution,  additional  life  insurance  or  annuity 
benefits,  increased  dividends  or  other  consideration  or  any  combination  of  such  forms  of  consideration." 

Section  7.1(a)  of  the  Plan  provides  that  eligible  policyholders  will  receive  shares  of  common 
stock  in  JH  Financial,  cash  or  policy  credits  in  exchange  for  their  membership  interests.20  Section 
7.3(a)(vii)  of  the  Plan  requires  that  policyholders  who  desire  stock  instead  of  cash  must  affirmatively  elect 
to  receive  stock  by  checking  off  a  box  on  the  Cash/Stock  Compensation  card.  Absent  such  an  election, 


18  Section  5.2(a)  of  the  Plan  states  that  the  Plan  will  be  effective  on  the  IPO  closing  date. 

19  As  Hancock  notes,  there  is  an  ongoing  dispute  with  MOA  regarding  Hancock's  determination  that 
MOA's  contract  is  one  of  reinsurance  and  is  not  eligible  for  compensation.  In  denying  MOA's  petition  to 
intervene,  we  determined  that  that  dispute  involves  the  application  of  the  Plan,  but  does  not  raise  any 
issue  as  to  the  validity  of  the  Plan  itself. 

20  In  order  to  preserve  their  tax  status,  the  following  types  of  contracts  and  policies  will  be  eligible  solely 
for  policy  credits:  individual  retirement  annuity  contracts  qualified  under  §  408(b)  of  the  Internal 
Revenue  Code,  individual  tax  sheltered  annuity  contracts  qualified  under  §403(b)  of  the  Internal  Revenue 
Code,  individual  annuity  contracts  issued  directly  to  a  plan  participant  pursuant  to  a  tax  qualified  plan 
under  §  401(a)  of  the  Internal  Revenue  Code,  and  individual  life  insurance  policies  issued  directly  to  a 
plan  participant  pursuant  to  a  tax  qualified  plan  under  §  401(a)  of  the  Internal  Revenue  Code.  Unless  they 
are  eligible  for  policy  credits,  the  following  policies  will  be  eligible  solely  for  cash:  policies  subject  to  a 
creditor's  lien  (other  than  a  policy  loan  made  by  Hancock)  or  bankruptcy  proceeding;  policies  for  which 
the  mailing  address  of  the  policyholder  is  outside  the  United  States,  and  its  territories  and  possessions; 
and  policies  for  which  the  mailing  address  is  one  at  which  mail  is  undeliverable. 
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policyholders  are  assumed  to  prefer  cash  compensation.  Additionally,  Section  7.3(b)  of  the  Plan  provides 
that  policyholders  who  receive  cash  or  policy  credits  will  be  entitled  to  a  "top-up"  mechanism  by  which 
their  compensation  will  be  computed  as  a  multiple  of  the  greater  of  the  price  per  share  at  which  the  stock 
is  offered  to  the  public  in  the  IPO,  or  the  average  of  the  closing  price  of  the  stock  for  the  first  20  days  of 
trading  after  the  IPO,  subject  to  a  cap  of  120  percent  of  the  IPO  price. 

The  funds  to  pay  cash  to  those  who  do  not  elect  stock  will  be  allocated  from  the  funds  raised  by 
Hancock  in  the  IPO  and  any  other  transaction  described  in  §  5.2(g)  of  the  Plan.  Section  7.3(d)  of  the  Plan 
describes  a  set  of  priorities  that  will  be  used  to  distribute  cash  consideration  in  the  event  that  there  is 
insufficient  cash  to  distribute  to  all  policyholders  electing  to  receive  cash.  Hancock  estimates  that  it  will 
be  able  to  honor  cash  preferences  for  policyholders  who  were  allocated  up  to  65  shares.     Mr.  DeCiccio 
testified  that  default  to  cash  provisions  were  employed  by  Guaranty  Mutual,  Mutual  of  Canada,  and  The 
Equitable  Life  Insurance  Company  in  their  respective  demutualizations. 

For  policyholders  who  will  own  fewer  than  100  shares  of  stock,  §  7.3(f)  of  the  Plan  provides  a 
commission-free  sales  and  purchase  program  that  allows  such  shareholders  either  to  buy,  at  prevailing 
market  rates,  the  number  of  shares  necessary  to  reach  100  shares,  or  to  sell  all  of  their  shares,  without 
incurring  brokerage  commissions,  mailing  charges,  registration  fees,  or  other  administrative  expenses. 
Mr.  Kirkland  testified  that  if  and  when  a  shareholder  decides  to  sell  his  or  her  stock,  it  is  easier  and 
cheaper,  and  the  trade  execution  better,  to  trade  in  so-called  "round  lots"  such  as  100-share  blocks  than  it 
is  to  trade  odd  numbers  of  shares,  or  "sub-round  lots"  of  stock. 

The  Named  Policyholders  claim  that  the  default  to  cash  provision  is  unfair  and  prejudicial 
because,  they  claim,  policyholders  with  a  share  allotment  of  fewer  than  65  shares  are  automatically 
defaulted  to  cash,  while  those  whose  allotment  exceeds  that  number  will  automatically  be  defaulted  to 
stock.  They  furthej  contend  that  the  Plan  and  PIS  are  misleading  and  prejudicial  to  policyholders  because 
Hancock  does  not  disclose  that  approximately  eighty  percent  of  Hancock's  policyholders  will  be  cashed 
out,  leaving  the  majority  of  ownership  interests  in  JH  Financial  in  the  hands  of  institutional  investors,  or 
that  policyholders  receiving  cash  compensation  will  realize  immediate  tax  consequences.  Finally,  these 
policyholders  allege  that  the  PIS  and  Information  Guide  are  misleading  because  they  do  not  indicate 
whether  Hancock's  board  members  and  managers  who  are  entitled  to  compensation  under  the  Plan  will 
elect  to  receive  stock  or  cash.  They  do  not,  however,  claim  that  the  default  to  cash,  itself,  is  not  permitted 
under  §  19E,  or  that  it  is  prejudicial  to  policyholders. 

We  are  not  persuaded  by  their  arguments.  First,  there  is  no  dispute  that  any  eligible  policyholder 
who  wants  common  stock  has  the  opportunity  to  elect  to  receive  that  common  stock.  The  Named 
Policyholders'  contention  that  policyholders  receiving  fewer  than  65  shares  will  automatically  receive 
cash,  while  those  receiving  more  than  65  shares  will  automatically  receive  stock,  is  simply  incorrect.  In 
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addition,  Hancock  has  explained  that  it  chose  to  have  cash  as  the  default  consideration  based  on  a  review 
of  the  demographics  of  its  eligible  policyholders,  many  of  whom  own  small  face  amount  "industrial"  life 
insurance  policies. 

Furthermore,  the  Plan's  "top-up"  provision  is  beneficial  to  eligible  policyholders  because  it 
allows  those  who  receive  cash  or  policy  credits  to  share  in  the  benefit  of  any  short-term  appreciation  in 
the  stock  price  without  being  subjected  to  the  down-side  risk  of  stock  ownership.  We  note  that,  according 
to  Hancock,  it  is  the  only  insurer  to  date  to  offer  such  a  benefit  in  its  demutualization  plan. 

Mr.  Kirkland  also  testified  that  the  annual  administrative  cost  of  servicing  a  shareholder  is 
approximately  $  1 5  per  shareholder.  Thus,  for  a  policyholder  receiving  the  minimum  fixed  component  of 
shares,  it  would  cost  Hancock  nearly  $1  per  share  to  service  that  shareholder.  In  light  of  Hancock's 
expected  earnings  of  $2  per  share,  Hancock  and  its  financial  adviser,  Morgan  Stanley,  concluded  that  the 
expenditure  of  nearly  half  that  amount  in  shareholder  servicing  costs  would  be  excessive  and  not  in  the 
best  interests  of  Hancock,  its  policyholders,  or  its  shareholders.  We  also  are  not  persuaded  that  the  Plan  is 
misleading  because  it  fails  to  disclose  that  a  certain  percentage  of  policyholders  will  be  cashed  out.  Any 
attempt  at  disclosure  in  the  Plan  or  accompanying  materials  of  the  number  of  policyholders  expected  to  be 
"cashed  out"  would  be  speculative  because  Hancock  cannot  know  or  reliably  predict  the  actual  percentage 
of  policyholders  who  will  receive  cash.  This  is  especially  true  given  that  Hancock  has  disclosed  to 
policyholders  that  there  is  only  a  certain  amount  of  cash  available  and  that  some  people  who  elect  cash 
may  have  to  receive  stock  instead. 

Furthermore,  we  find  that  the  tax  opinion  provided  by  Hancock's  counsel  discusses  the  various 
tax  implications  for  policyholders. 

Finally,  the  Named  Policyholders  have  failed  to  show  why  policyholders  are  prejudiced  because 
the  PIS  did  not  disclose  whether  Hancock's  executives  and  board  members  who  are  eligible  policyholders 
under  the  Plan,  have  elected  to  receive  cash  or  stock  as  their  compensation.  Pursuant  to  the  Plan,  and  in 
accordance  with  §  19E,  for  purposes  of  the  demutualization  these  individuals  are  treated  the  same  as  any 
other  policyholder.  Therefore,  they  will  receive  only  the  consideration  allocated  to  them  under  their 
respective  policies,  and  would  not  have  made  that  election  prior  to  the  distribution  of  the  Plan  to  all 
policyholders. 

We  conclude  that  the  Plan  meets  the  requirements  of  §  19E(7).  In  addition,  we  find  that  the 
default  to  cash  provision  is  not  unfair  or  prejudicial  to  policyholders  or  the  insuring  public. 
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8.  Section  19E(8) 

Section  19E(8)  requires  that  the  Plan,  when  completed,  must  "provide  for  the  converted  insurer's 
paid-in  capital  stock  to  be  in  an  amount  not  less  than  the  minimum  paid-in  capital  stock  and  the  net  cash 
surplus  required  of  a  new  domestic  insurer  upon  initial  authorization  to  transact  like  kinds  of  insurance." 

The  Plan  meets  this  requirement.  Section  5.2(h)  of  the  Plan  provides  that  ".  .  .  the  Company's 
paid-in  capital  stock  and  net  cash  surplus  shall  be  equal  to  an  amount  not  less  than  the  minimum  paid-in 
capital  stock  and  the  net  cash  surplus  required  of  a  new  domestic  stock  insurer  upon  initial  authorization 
to  transact  like  kinds  of  insurance." 

9.  Section  19E(9) 

Section  19E(9)  requires  a  finding  by  the  Commissioner  that  Hancock  "has  not,  through  reduction 
in  volume  of  new  business  written,  or  cancellation  or  through  any  other  means  sought  to  reduce,  limit  or 
affect  the  number  or  identity  of  the  insurer's  policyholders  to  be  entitled  to  participate  in  such  plan  or  to 
otherwise  secure  for  the  individuals  comprising  management  any  unfair  advantage  through  such  plan." 

The  Named  Policyholders  claim  that  the  Plan  violates  this  section  because  the  migration  of  life 
insurance  business  over  the  past  decade  from  Hancock  to  its  stock  subsidiary,  John  Hancock  Variable 
Life  Insurance  Company,  constitutes  a  "de  facto  demutualization."  The  Named  Policyholders  allege  that 
the  number  of  individual  life  insurance  policies  written  by  Hancock  "declined  approximately  33  percent 
during  the  years  1989  through  1997,  while  the  industry  generally  declined  by  22  percent."  In  addition, 
they  allege  that  because  the  Plan  does  not  disclose  the  consideration  which  will  be  granted  to  management 
and  directors  of  Hancock  in  the  future,  it  is  impossible  to  determine  whether  the  Plan  secures  for  them  an 
unfair  advantage. 

The  Named  Policyholders  have  not  produced  evidence  to  support  their  allegation  that  the  shift  in 
business  constituted  an  intentional  effort  by  Hancock  to  affect  policyholders'  participation  in  the  Plan. 
Mr.  DeCiccio  testified  that  after  Hancock's  Board  of  Directors  voted  to  pursue  demutualization,  Hancock 
instituted  a  series  of  procedures  to  ensure  that  policyholders  seeking  to  terminate  their  policies  received 
notice  of  the  possibility  of  demutualization  and  the  potential  loss  of  consideration  before  becoming 
ineligible.  Further,  the  Division's  legal  adviser  reviewed  those  procedures  and  confirmed  that  the 
migration  over  time  to  variable  and  universal  life  insurance  business  did  not  entail  a  prohibited  purpose 
and  was  consistent  with  the  overall  shift  in  the  life  insurance  market  to  equity  products. 

We  are  also  not  persuaded  that  Hancock's  management  has  sought  to  secure  an  unfair  advantage. 
Sections  9.2  and  9.3  of  the  Plan  prohibit  the  acquisition  of  JH  financial  shares  by  Hancock's  officers  and 
directors,  and  the  compensation  of  its  officers,  directors,  agents  and  employees  for  aiding,  promoting  or 
assisting  in  connection  with  the  transactions  contemplated  by  the  Plan.  Section  7. 1  prohibits  the 
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allocation  or  payment  of  consideration  for  any  policy  issued  to  an  officer  or  director  that  was  not  in  force 
on  or  before  May  10,  1998,  the  day  that  the  Board  of  Directors  announced  its  intention  to  pursue 
demutualization.  Disclosure  of  any  future  compensation  would  be  speculative. 

Therefore,  we  find  that  the  Plan  complies  with  §  19E(9). 

10.  Other  Requirements  of  §  19E 

a)  Anti-Takover  Provisions 

Section  19E  provides  that  a  conversion  plan  may  include  "provisions  restricting  the  ability  of  any 
person  or  persons  acting  in  concert  from  directly  or  indirectly  offering  to  acquire  or  acquiring  the 
beneficial  ownership  often  percent  or  more  of  any  class  of  common  stock  of  the  converted  insurer  or  the 
parent  corporation  or  other  corporation." 

Section  9.4  of  the  Plan  states  that:   1)  no  person  or  entity  may  directly  or  indirectly  offer  to 
acquire  or  acquire  ten  percent  or  more  of  the  common  stock  of  the  holding  company  or  of  the  stock  of 
Hancock  until  two  years  after  the  IPO;  and  2)  during  the  third  year  following  the  IPO,  no  such  acquisition 
of  the  stock  of  the  holding  company  or  of  Hancock  may  be  made  without  the  prior  approval  of  the 
holding  company's  Board  of  Directors  and  the  Commissioner.  Section  9.4  thus  constitutes  an  absolute 
anti-takeover  restriction  for  two  years,  with  an  additional  restriction  for  one  year  on  any  hostile  takeover 
of  Hancock. 

The  Named  Policyholders  claimed  in  their  petition  to  intervene  that  the  PIS  and  Information 
Guide  are  incomplete,  misleading,  and  deceptive  because  they  do  not  clearly  indicate  that  the  anti- 
takeover provisions  effectively  give  Hancock's  directors  and  officers  "virtually  unchecked  control"  over 
the  company  during  the  period  of  time  when  they  may  also  be  receiving  stock  options.  They  reference  § 
9.2(b)  of  the  Plan  which  provides  that  stock  options  and  stock  grants  may  be  awarded  to  directors  or 
executive  officers  one  year  after  completion  of  the  IPO. 
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We  are  not  persuaded  that  the  disclosure  to  policyholders  was  inadequate,  and  there  is  no 
evidence  that  these  provisions  of  the  Plan  will,  in  any  way,  prejudice  Hancock's  policyholders  or  the 
insuring  public.  Mr.  Brown  testified  that  Hancock  included  the  anti-takeover  provision  in  the  Plan 
because  it  will  permit  Hancock's  Board  of  Directors  to  focus  its  attention  on  implementing  its  strategy 
during  the  transition  period,  rather  than  fending  off  a  possible  takeover  bid  during  the  post-IPO  period 
when  the  company  does  not  anticipate  showing  the  degree  of  profitability  generally  achieved  by  a 
traditional  stock  company.  He  stated  that  because  Hancock  has  not  had  a  history  as  a  stock  company  it 
would  be  difficult  for  the  Board  of  Directors  or  anyone  else  to  determine  appropriate  long-term  value  of 
the  company  until  it  is  seasoned  to  some  degree.  In  addition,  Mr.  Brown  testified  that  Hancock's 
preliminary  drafts  of  the  Plan  contemplated  a  six-month  restriction  on  the  award  of  stock  options  and 
grants  to  directors  or  executive  officers.  However,  upon  the  recommendation  of  the  Working  Group, 
Hancock  revised  §  9.2(b)  of  the  Plan  to  impose  the  more  stringent  one-year  prohibition  on  such  awards. 

Therefore,  we  find  that  the  Plan's  anti-takeover  provisions  are  authorized  by  §  19E,  and 
Hancock's  disclosure  thereof,  comply  with  §  19E.  We  find  further  that  these  provisions  are  not  unfair  or 
prejudicial  to  policyholders  or  the  insuring  public. 

b)  Fees 

Section  19(E)  provides  that  "[n]o  director,  officer,  agent  or  employee  of  the  insurer,  or  any  other 
person,  shall  receive  any  fee,  commission  or  other  valuable  consideration  whatsoever,  other  than  their 
usual  regular  salaries  and  compensation,  for  in  any  manner  aiding,  promoting  or  assisting  in  such 
conversion,  except  as  set  forth  in  the  plan  approved  by  the  commissioner."  Section  9.3  of  the  Plan 
expressly  incorporates  the  requirement,  and  both  Mr.  Brown  and  Mr.  DeCiccio  confirmed  that  Hancock's 
directors,  officers  and  employees  receive  no  special  compensation  for  assisting  in  the  demutualization. 

c)  Costs  of  demutualization 

Section  19E  also  requires  that  all  reasonable  costs  related  to  the  review  of  the  Plan  "including 
those  costs  attributable  to  the  use  of  staff  personnel"  by  the  Commissioner,  must  "be  borne  by  the  insurer 
making  the  filing."  Section  9.1 1  of  the  Plan  provides  for  reimbursement  of  the  Division's  costs,  and  Mr. 
DeCiccio  testified  that,  in  fact,  the  Division's  costs  are  being  paid  or  reimbursed  by  Hancock  or  JH 
Financial.  Therefore,  we  find  that  the  Plan  conforms  to  this  requirement. 21 


21  Hancock  has  paid  these  fees  into  an  expendable  trust  under  the  auspices  of  the  Massachusetts  Office  of 
Consumer  Affairs  and  Business  Regulation  pursuant  to  G.L.  c.  6,  §  6A  G.L.  c.  24A,  §§  1(a)  and  2(h). 
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B.  Other  Issues 

1.    The  Closed  Block 

Although  not  required  by  §  19E,  Sections  8.1  -  8.5  of  the  Plan  provide  for  the  creation  of  an 
arrangement  known  as  a  Closed  Block  to  protect  the  reasonable  policy  dividend  expectations  of 
individual  policyholders  with  certain  dividend-paying  policies  or  contracts. 

Under  the  Plan,  the  Closed  Block  includes  most  traditional  individual  or  joint  participating  life 
insurance  policies  and  individual  term  life  insurance  policies  that  are  in  force  on  the  effective  date  of  the 
Plan.  Thus,  almost  all  individual  policies  which  currently  receive  dividends,  or  are  expected  to  receive 
dividends  and  which  are  in  force  on  the  date  that  the  demutualization  becomes  effective,  are  included  in 
the  Closed  Block.  In  general,  premiums  paid  by  Closed  Block  policies  will  be  credited  to  the  Closed 
Block,  and  benefits  and  policyholder  dividends  will  be  paid  out  of  the  Closed  Block. 

The  funding  of  the  Closed  Block  is  intended  to  be  sufficient  to  support  the  Closed  Block, 
including  the  continuation  of  dividend  scales  payable  in  1999,  if  the  experience  underlying  such  scales, 
including  the  portfolio  interest  rate,  continues.  Accordingly,  as  of  January  1,  1999,  Hancock's  general 
account  assets  were  allocated  to  the  Closed  Block  in  an  amount  that  produces  cash  flows  which,  together 
with  anticipated  revenue  from  the  Closed  Block  business,  is  expected  to  be  sufficient  to  support  the 
Closed  Block.  In  the  event  that  the  assets  in  the  Closed  Block  are  insufficient  to  pay  the  benefits 
guaranteed  under  the  Closed  Block  business,  the  Plan  requires  Hancock  to  satisfy  these  obligations  out  of 
the  company's  general  funds. 

Because  no  new  policies  will  be  added  to  the  Closed  Block,  except  under  certain  limited 
circumstances,  over  time  the  number  of  policies  in  the  Closed  Block  will  decrease  and  the  Closed  Block 
will  disappear  and  its  assets  will  decrease  to  zero  when  the  last  Closed  Block  policyholder  dies  or 
surrenders  his  or  her  policy. 

Hancock  will  continue  to  allocate  dividends  to  Closed  Block  business  as  it  would  have  had  there 
been  no  demutualization.  The  aggregate  amount  of  dividends  paid  to  Closed  Block  policyholders  will 
continue  to  be  determined  annually  by  the  Hancock  Board  of  Directors.  These  dividends  will  be 
apportioned  annually  in  accordance  with  applicable  law,  applicable  standards  of  actuarial  practice  and 
with  the  objectives  of:   1)  minimizing  disproportionate  effects  on  policyholders  who  remain  in  the  Closed 
Block  as  it  decreases  in  size;  and  2)  exhausting  assets  allocated  to  the  Closed  Block  with  the  final 
payment  under  the  last  policy  contained  in  the  Closed  Block. 


DOI  Docket  No.  F99-04  Page  23 

The  Plan  provides  for  ongoing  monitoring  of  the  operation  of  the  Closed  Block  by  the 
Commissioner.22  Under  the  Plan,  Hancock  must:   1)  prepare  annual  financial  statements  for  the  Closed 
Block,  and  submit  to  the  Commissioner  an  opinion  on  these  financial  statements  furnished  by  its 
independent  public  accountants;  2)  submit  yearly  reports  by  independent  public  accountants  to  the 
Commissioner  concerning  Hancock's  compliance  with  the  Plan's  provisions  regarding  the  operation  of 
the  Closed  Block;  and  3)  submit  periodic  reports  of  the  operation  of  the  Closed  Block,  which  must 
include  the  opinion  of  an  independent  actuary  as  to  whether  Hancock,  in  setting  dividend  scales  for 
Closed  Block  business,  has  acted  in  accordance  with  the  provisions  of  Article  VIII  of  the  Plan.  Following 
the  submission  of  the  third  report  on  the  operation  of  the  Closed  Block,  Hancock  must  continue  to 
periodically  report  on  the  operation  of  the  Closed  Block,  but  its  reports  need  not  include  such  an  actuary's 
opinion  if  the  Commissioner,  at  Hancock's  request,  so  permits. 

In  their  petitions  to  intervene,  the  Named  Policyholders  and  the  Davis  Trust  alleged  that  the 
Closed  Block,  as  currently  funded,  may  not  meet  policyholders'  dividend  expectations.23  In  addition,  the 
Davis  Trust  questioned  the  assumption  that  future  cash  flows  will  be  reinvested  at  8.33  percent.24 

No  evidence  was  produced  to  support  these  contentions.  Mr.  Hunt,  the  Participants'  sole  witness 
on  this  issue,  stated  that  he  is  not  an  expert  on  Closed  Block  matters,  and  his  testimony  focused  on  alleged 
nondisclosures  regarding  Closed  Block  funding. 

Mr.  Perrott's  testimony  and  the  Closed  Block  Memorandum  set  forth,  in  significant  detail,  the 
assumptions  used  in  developing  the  Closed  Block  funding.  Mr.  Perrott  stated  that  the  methodology  used 


22  The  Plan  defines  "Commissioner"  as  "the  Commissioner  of  Insurance  of  the  Commonwealth  of 
Massachusetts  or  such  other  governmental  officer,  body,  or  authority  as  becomes  the  primary  regulator  of 
the  Company's  insurance  business  under  applicable  Massachusetts  law." 

23  This  allegation  was  repeated  at  the  hearing  by  one  person  who  also  claimed  that  there  could  potentially 
be  a  number  of  deceased  policyholders  whose  families  have  neglected  to  file  a  death  claim,  thus  implying 
that  the  Closed  Block's  mortality  assumptions  may  be  too  low.  We  note  that  the  Closed  Block  includes  a 
provision  for  such  claims  incurred  before  January  1,  1999,  but  not  yet  reported. 

24  In  its  petition  to  intervene,  the  Davis  Trust  also  suggested  that  the  Commissioner  should  continue  to 
monitor  the  Closed  Block  throughout  the  life  of  the  Closed  Block,  and  it  questioned  the  impact  of  the 
Closed  Block  for  policyholders  who  opted  out  of  the  class  action  settlement  in  Duhaime  v.  John  Hancock 
Mutual  Life  Insurance  Co.,  177  F.R.D.  54  (D.  Mass.  1997)  ("Duhaime").  In  their  petition  to  intervene, 
the  Named  Policyholders  claimed  that  policyholders  and  the  insuring  public  would  be  affected  by  the  fact 
that  future  guarantee  fund  assessments  could  be  made  against  the  Closed  Block.  We  note  that  the  Plan 
provides  for  review  of  the  Closed  Block  by  the  Commissioner  beyond  the  first  three  years.  In  response  to 
issues  regarding  Duhaime,  Mr.  Perrott  testified  that  those  claims  which  predate  the  Closed  Block  will  not 
be  charged  to  the  Closed  Block,  and  that  Hancock  has  established  a  procedure  under  which  the  Closed 
Block  is  not  charged  for  any  Duhaime  settlements  beyond  what  it  would  normally  pay.  Finally,  we  note 
that  Mr.  Perrott  testified  that  although  guarantee  fund  assessments  are  impossible  to  predict,  such 
assessments  flow  through  the  entire  dividend  scale  and  are,  in  his  opinion,  fair. 
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to  fund  the  Closed  Block  was  to  assume  that  the  1999  dividend  scales  would  be  paid  for  all  future  years 
and  to  project  forward  using  the  experience  underlying  that  dividend  scale.  He  explained  that  the  fact  that 
the  1999  dividend  scale  may  be  lower  or  higher  than  scales  in  prior  years  is  irrelevant  so  long  as  the 
relationship  between  the  scale  and  the  underlying  experience  remains  consistent.  At  the  hearing  he 
further  explained  that  "because  one  of  the  experience  factors  underlying  the  dividend  scale  is  a  portfolio 
interest  rate  before  expenses  of  8.33  percent,  that  assumption  was  used  for  the  new  money  rate  because  it 
was  the  only  way  that  the  experience  underlying  the  dividend  scale  will  continue  to  match  that  which 
underlies  the  '99  dividend  scale."25 

Further,  Tillinghast  reviewed  the  funding  and  assumptions  underlying  the  Closed  Block,  and 
concluded  that  the  assets  allocated  to  the  Closed  Block  are  reasonably  sufficient  to  enable  the  Closed 
Block  to  meet  the  goals  for  which  it  was  created.  It  also  concluded  that  the  classes  of  policyholders 
included  in  the  Closed  Block  are  appropriate.  We  note  that  the  plan  that  the  Commissioner  approved  in 
State  Mutual  included  a  Closed  Block. 

Based  on  the  foregoing,  we  find  that  the  composition,  funding,  and  proposed  operation  of  the 
Closed  Block  are  fair,  reasonable,  and  not  prejudicial  to  the  policyholders  or  to  the  insuring  public. 

2.    Hancock's  Efforts  to  Notify  Policyholders 

The  Named  Policyholders  assert  that  the  Plan's  approval  process  and  vote  are  flawed  because 
Hancock  has  been  unable  to  locate  many  policyholders.  The  Named  Policyholders  contend  that  the 
absence  of  notice  to  these  policyholders,  and  their  lack  of  an  opportunity  to  vote,  renders  the  entire 
policyholder  vote  unfair  and  prejudicial.26 

In  1998,  Hancock  began  the  process  of  attempting  to  obtain  current  addresses  for  those  of  its 
policyholders  for  whom  it  knew  it  did  not  have  a  current  address.  Many  of  these  policies  are  small 
industrial  policies  with  face  amounts  under  $1,000,  which  were  often  sold  door-to-door  by  agents,  who 
then  collected  the  premiums  in  person.  In  1985,  Hancock  waived  all  future  premiums  for  its  industrial 
life  insurance  business.  Therefore,  for  many  years,  it  has  not  sent  bills  to  these  policyholders  or  had 
personal  contact  with  them  through  its  agents. 

Mr.  DeCiccio  testified  that  Hancock  personnel  reviewed  Hancock's  records  to  create  a  database 
of  industrial  policyholders  dating  back  to  the  early  part  of  the  century.  In  addition,  for  monthly  debit 


25  Tr.  4  at  148. 

26  The  Named  Policyholders  further  contend  that  because  the  consideration  due  to  missing  policyholders 
will  escheat  to  the  state  where  the  policyholders  last  resided,  which  in  many  cases  will  be  Massachusetts, 
there  is  a  conflict  of  interest  between  the  Commonwealth  and  policyholders.  We  are  not  persuaded  by 
this  argument. 
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policies,  it  mailed  address  confirmation  letters  to  obtain  current  addresses.  It  also  engaged  the  services  of 
an  address  research  vendor  to  match  approximately  one  million  policy  records  to  credit-based  databases. 
Further,  on  two  separate  occasions  Hancock  ran  advertisements  in  23  different  newspapers  across  the 
country  asking  policyholders  who  had  not  had  contact  with  Hancock  in  some  time  to  contact  the 
company.  It  also  posted  these  advertisements  on  its  website. 

As  of  the  date  of  the  mailing  of  the  demutualization  packages,  Hancock  still  had  no  valid 
addresses  for  the  owners  of  400,000  policies.  In  an  effort  to  reach  those  policyholders,  and  with  the 
Commissioner's  approval,  Hancock  mailed  a  notification  letter  in  lieu  of  an  entire  demutualization 
package,  advising  recipients  of  the  public  hearing  and  special  meeting  dates,  and  informing  them  how  to 
obtain  further  information.  Hancock  found  owners  of  approximately  7,000  more  policies  through  this 
mailing.  Hancock  customer  service  representatives  also  attended  the  informational  forums  in  October 
1999,  and  took  information  from  individuals  who  thought  they  had  an  eligible  policy  but  had  not  received 
any  Plan  materials.  Hancock  is  continuing  its  effort  to  locate  more  policyholders. Preliminary  results  of 
Hancock's  policyholder  vote,  as  of  the  date  of  the  public  hearing,  showed  that  approximately  94  percent 
of  the  votes  cast  were  in  favor  of  the  Plan.  The  percentage  of  voting  by  Hancock  policyholders  exceeds 
the  final  voting  percentages  achieved  by  Guarantee  Mutual,  Mutual  of  New  York,  and  Standard  Life  in 
their  respective  dem utilizations.  Mr.  DeCiccio  testified  that  based  on  the  results  as  of  the  date  of  the 
hearing,  even  assuming  that  all  of  Hancock's  missing  policyholders  were  to  vote  against  the  Plan,  the 
Company  still  would  have  more  than  the  necessary  two-thirds  vote  in  favor  of  the  Plan  for 
implementation  under  Section  19E.  Final  results  after  the  November  30,  1999  special  meeting  of 
policyholders  show  that  93.72  percent  of  the  3,425,977  votes  cast  by  approximately  1.1  million 
policyholders  were  in  favor  of  the  Plan. 

While  we  stress  the  importance  of  Hancock's  continuing  efforts  to  locate  policyholders,  we  find 
that  based  on  its  reporting  of  votes,  the  lack  of  votes  from  missing  policyholders  likely  would  not  have 
had  any  effect  on  the  final  results  of  the  overall  policyholder  vote  on  the  Plan.  Therefore,  we  find  that  the 
absence  of  votes  from  the  still-missing  policyholders  does  not  render  the  notice  and  policyholder  vote 
unreasonable  or  so  prejudicial  to  policyholders  or  the  insuring  public  as  to  compel  disapproval  of  the 
Plan. 

3.    Adequacy  of  Plan  Disclosures 

The  Named  Policyholders  assert  that  descriptions  in  the  PIS  and  Information  Guide  of 
policyholders'  interests  in  Hancock  are  misleading.  In  addition,  in  their  petition  to  intervene,  they 
contended  that  Hancock  has  not  clearly  explained  that  policyholders  voting  against  the  Plan  still  are 
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entitled  to  receive  consideration  if  the  reorganization  is  approved.27  As  a  result,  they  contend  that  the 
Plan  is  unfair  and  prejudicial  to  policyholders. 

We  are  not  persuaded  by  these  contentions.  We  note  preliminarily,  that  §  19E  requires  the 
Commissioner  to  ensure  that  the  Plan  is  not  prejudicial  to  policyholders  and  the  insuring  public.  It  does 
not  specify  the  scope  of  the  notice  or  information  that  an  insurer  seeking  to  demutualize  must  provide  to 
its  policyholders.  Nor  does  it  require  the  Plan,  which,  by  its  very  nature,  is  a  complicated  document,  to  be 
fully  comprehensible  by  each  and  every  policyholder. 

a)    The  Description  of  Policyholder  Interests 

The  Named  Policyholders  claim  that  the  descriptions  in  the  PIS  and  Information  Guide  of 
policyholders'  interests  in  Hancock  are  misleading  because  they  do  not  state  that:   1)  Hancock  is  run  for 
the  exclusive  benefit  of  policyholders;  2)  policyholders  are  the  owners  of  Hancock;  and  3)  policyholders 
have  numerous  rights  and  privileges  exceeding  the  right  to  vote  and  share  in  the  surplus  from  a 
liquidation.  These  participants  further  allege  that  the  Plan  is  misleading  and  prejudicial  because  it  fails  to 
inform  policyholders  that  they  are  giving  up  "equity"  or  "proprietary"  ownership  rights  in  Hancock  and 
that  these  rights  will  be  extinguished  by  the  Plan.28 

Section  19E(3)  refers  to  policyholders'  interests  in  a  mutual  insurer  as  "membership  interests." 
The  Plan,  Information  Guide,  and  PIS  similarly  adopt  the  term  "membership  interests"  to  describe 
policyholders'  rights.  The  PIS  and  Information  Guide  each  summarize  the  basic  Plan  provisions.  Each  of 
these  documents  further  refers  policyholders  to  the  Plan  as  the  source  for  more  specific  details. 

Article  I  of  the  Plan  defines  "membership  interests"  as  follows: 

"Membership  Interest"  means,  as  of  the  Effective  Date,  all  the  rights  or  interests 
in  respect  of  each  insurance  policy  and  annuity  contract  of  the  Company 
including,  but  not  limited  to,  any  right  to  vote  and  any  rights  which  may  exist 
with  regard  to  the  surplus  of  the  Company  not  apportioned  or  declared  prior  to  the 
Effective  Date  by  the  Board  for  policyholder  dividends,  including  any  such  rights 
in  liquidation  or  reorganization  of  the  Company,  but  shall  not  include  any  other 


27  In  addition,  the  Named  Policyholders  contend  that  the  Plan  does  not  make  adequate  disclosures  about 
the  anti-takeover  and  the  default  to  cash  provisions.  These  issues  have  been  discussed  above. 

28  The  Named  Policyholders  reference  internal  Hancock  memoranda  and  tax  opinions  from  Hancock's 
counsel  that  refer  to  policyholder  rights  as  "interests  in  the  nature  of  corporate  equity  interests."  These 
references  were  provided  in  the  context  of  a  tax  opinion  under  §  7701  of  the  Internal  Revenue  Code.  That 
section  defines  "stock"  as  including  shares  in  an  insurance  company  and  "shareholder"  as  including  an 
insurance  company  member.  That  Congress  deemed  interests  in  stock  and  mutual  companies  analogous 
for  purposes  of  taxation  under  the  Internal  Revenue  Code  does  not  mean  they  are  indistinguishable  for  all 
other  purposes. 
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benefits,  values,  guarantees,  dividend  rights  or  other  rights  expressly  conferred  by 
an  insurance  policy  or  annuity  contract. 

We  find  no  merit  in  the  Named  Policyholders'  claim  that  Hancock's  characterization  of 
policyholders'  rights  is  misleading.  Hancock's  definition  of  membership  rights  is  consistent  with  §  19E 
and  with  Massachusetts  law,  which  recognizes  a  distinction  between  a  mutual  policyholder's  right  to 
share  in  the  annual  divisible  surplus  of  the  insurer  and  a  shareholder's  equity  interest  in  a  corporation. 
See,  Harhen  v.  Brown,  46  Mass.  App.  Ct.  793,  808  n.14  (1999)  ("Although  policyholders,  unlike 
stockholders  in  a  corporation,  do  not  have  an  ownership  interest  that  can  be  transferred  to  others,  they 
nevertheless  have  a  financial  interest  in  the  mutual  insurance  company.").  See  also,  Peters  v.  Equitable 
Life  Assurance  Soc  'v.,  200  Mass.  574,  584,  (1909)  (the  relation  between  an  insurance  company  and  a 
participating  policyholder  with  respect  to  dividends  is  not  in  the  nature  of  a  fiduciary  relationship  but  that 
of  a  debtor  and  creditor). 

We  find  that  the  Plan  is  not  misleading  or  prejudicial  to  policyholders  or  the  insuring  public  in  its 
description  of  policyholders'  interests  in  Hancock. 

b)    The  Right  to  Receive  Compensation  Regardless  of  Individual  Vote 

The  Named  Policyholders  also  contended  in  their  petition  to  intervene  that  the  Plan  is  misleading, 
deceptive  and  unfair  to  policyholders  because  it  does  not  make  clear  that  policyholders  voting  against  the 
Plan  still  are  entitled  to  receive  consideration  in  the  event  the  reorganization  is  approved.  We  find  no 
merit  in  this  contention. 

The  Information  Guide  sent  to  all  policyholders  states  that  "[i]f  our  conversion  Plan  is  approved, 

eligible  policyholders  will  receive  compensation  in  the  form  of  cash,  stock  or  policy  credits,  without 

having  to  surrender  any  insurance  policy  or  annuity  contract  benefits,  guarantees,  values  or  dividend 

rights."  The  Information  Guide  further  states,  "You  are  not  required  to  attend  or  participate  in  the 

Informational  Forums,  the  Public  Hearing  or  the  Special  Policyholder  Meeting  in  order  to  continue  your 

policy  or  to  receive  your  compensation  under  the  Plan."  The  Information  Guide  also  informs 

policyholders  that: 

A  "yes"  vote  means  that  you  approve  John  Hancock's  proposed  conversion  to  a  stock 
company.  If  the  conversion  Plan  is  approved  and  becomes  effective,  eligible 
policyholders  will  receive  compensation  in  the  form  of  stock,  cash  or  policy  credits. 

A  "no"  vote  means  that  you  disapprove  of  the  conversion  Plan,  and  would  like  John 
Hancock  to  remain  a  mutual  insurance  company. 

Further,  it  states  that  the  Cash/Stock  Compensation  Card  "should  be  completed  if  you  would  prefer  stock 
over  cash  regardless  of  how  you  vote  on  the  ballot  because  the  proposed  demutualization  may  be 
approved  by  the  policyholders." 
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These  selected  descriptions  of  the  significance  of  a  vote  make  it  reasonably  clear  to  policyholders 
that  all  policyholders  will  receive  compensation  in  the  event  the  Plan  is  approved,  regardless  of  their 
individual  votes  for  or  against  the  Plan.  Therefore,  we  find  that  the  Plan's  descriptions  of  policyholder 
eligibility  for  compensation  upon  approval  of  the  Plan  are  not  unfair,  prejudicial,  misleading  or  deceptive. 

c)    The  Role  of  Morgan  Stanley  Dean  Witter 

The  Named  Policyholders  also  contend  that  the  information  sent  to  policyholders  failed  to 
disclose:   1)  that  Morgan  Stanley  is  the  lead  underwriter  for  the  IPO;  and  2)  the  estimated  fees  Morgan 
Stanley  will  earn  as  a  result  of  the  IPO.  In  addition,  they  contend  that  Morgan  Stanley's  role  in  the  IPO 
implies  that  its  fairness  opinion  is  biased.29  We  are  not  persuaded  by  these  arguments.  First,  Hancock 
appointed  Morgan  Stanley  as  lead  manager  in  September  1999,  after  Morgan  Stanley  had  delivered  its 
fairness  opinion.  Therefore,  Hancock  could  not  have  disclosed  this  fact  in  the  information  sent  to 
policyholders.  Mr.  Schiff  acknowledged  that  the  existing  fee  arrangements  were  disclosed  in  the 
Policyholder  Information  Statement. 

In  addition,  Mr.  Kirkland  testified  that  it  is  customary  for  an  insurance  company's  financial 
advisor  in  the  demutualization  also  to  serve  as  lead  manager  for  the  IPO.  In  every  major  United  States 
life  insurer  demutualization  since  1986,  including  the  State  Mutual  demutualization  in  Massachusetts,  the 
financial  advisor  that  delivered  the  fairness  opinion  also  was  appointed  the  lead  underwriter  in  the  IPO. 
Moreover,  Morgan  Stanley's  review  in  connection  with  rendering  its  fairness  opinion  has  been 
supplemented  by  the  independent  review  conducted  by  Wasserstein  on  behalf  of  the  Division.  No 
credible  evidence  has  been  presented  to  show  either  that  Morgan  Stanley's  or  Wasserstein's  fairness 
opinions  should  be  questioned. 

4.    Additional  Issues  Raised  by  Participants. 

During  the  course  of  the  proceeding,  the  Participants  have  raised  a  number  of  other  issues  relating 
to  Hancock's  Board  of  Directors  and  senior  management.  In  addition,  they  have  made  several  assertions 
regarding  the  accuracy  of  certain  statements  and  alleged  inconsistencies  between  the  information  sent  to 
policyholders  and  information  from  other  sources.  Although  the  Participants  have  not  pursued  these 


29  In  support  of  this  contention  they  rely  upon  Butler  v.  Provident  Mutual  Life  Ins.  Co.,  Ct  of  Common 
Pleas  of  Philadelphia  County,  Civ.  No.  9901-0180  (Sept.  17,  1999).  That  reliance  is  misplaced.  The  court 
in  that  case  conditioned  the  effectuation  of  a  plan  of  demutualization  on  the  circulation  of  a  revised 
policyholder  information  statement  which,  among  other  things,  disclosed  the  financial  advisor's 
compensation  and  contingency  fee  arrangements.  However,  the  court  based  its  decision  on  the  fact  that 
the  company  had  not  disclosed  that  its  advisors  had  concluded  that  a  full  demutualization  was  better  for 
policyholders  than  the  partial  conversion  contemplated  by  that  plan. 
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issues,  Hancock  has  offered  credible  evidence  to  refute  these  concerns  and  to  demonstrate  that  these 
issues  should  not  preclude  us  from  finding  that  the  Plan  is  not  prejudicial  to  policyholders. 

We  note  that  Hancock  has  stated  that  for  four  years  following  demutualization,  it  will:   1)  remain 
domiciled  in  Massachusetts  and  thereafter  will  seek  to  redomesticate  only  with  the  permission  of  the 
Commissioner;  2)  keep  its  home  office  and  primary  executive  offices  located  in  Boston  and  will  change 
location  only  with  permission  of  the  Commissioner;  3)  maintain  Massachusetts  as  the  location  where  the 
majority  of  its  employees  are  based;  and  4)  maintain  its  total  level  of  community  activity  and  charitable 
giving  in  Massachusetts  at  no  less  than  its  aggregate  level  during  the  past  three  years. 
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IV.  CONCLUSION 

For  the  reasons  stated  above,  we  find  and  conclude  that  the  Plan  of  Reorganization, 
adopted  on  August  31,  1999,  by  the  Board  of  Directors  of  John  Hancock  Mutual  Life  Insurance 
Company  complies  with  the  requirements  of  Section  1 9E  of  Chapter  1 75  of  the  Massachusetts 
General  Laws,  and  is  not  prejudicial  to  its  policyholders  or  the  insuring  public.  Therefore,  we 
hereby  approve  the  Plan  of  Reorganization. 


SO  ORDERED. 
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Sharon  S.  Kamowitz,  Esq 
Presiding  Officer 


AFFIRMED. 


<rf  bJy 


Richard  A  Cody,  Esq. 
Presiding  Officer 
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Lirida  Rut^rcit 
Commissioner  of  Insurance 


This  decision  may  be  appealed  to  Superior  Court  pursuant  to  G.L.  c.  30A,  §  14. 


